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OATH OR AFFIRMATION

Zﬁﬂ/ 20 /\./ 4 /5766/4' A 7;5— , swear (or affirm) that, to the best of

my knowledge and beligf the accompanying financial statement and supporting schedules pertaining to the firm of

AV P SERL S , as
L lﬂz 422245522._ é / , 20. L2 <", are true and correct. I further swear (or affirm) that

neither the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account
classified solely as that of a customer, except as follows:

7

6 Signature
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Title

Edward A Krause, Anmney
(@/&A’ Notary Public: Staie of Ohio

Commission does not expire.
Sacnon 147.03 0.R.C.

Notary Public

This report ** contains (check all applicable boxes):
BT (a) Facing Page.
& (b) Statement of Financial Condition.
E(c) Statement of Income (Loss).
(3 (d) Statement of Changes in Financial Condition.
(e) Statement of Changes in Stockholders’ Equity or Partners’ or Scle Proprietors’ Capital.
Z (f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.
[ (g) Computation of Net Capital.
B (h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.
0 (i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.
E () A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.
m (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.
,E- (1) An Oath or Affirmation.
[0 (m) A copy of the SIPC Supplemental Report.
(n) Areportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).



Audited Financial Statements
L & M FINANCIAL SERVICES

December 31, 2005

RICHARD A. FRANK, CERTIFIED PUBLIC ACCOUNTANT
6151 Wilson Mills Road, Suite 210, Highland Heights, OH 44143
Phone: 440-720-1940 ~ Fax: 440-720-1942




RICHARD A. FRANK

Certified Public Accountant
6151 Wilson Mills Road, Suite 210
Highland Heights, OH 44143
Phone 440-720-1940 ~ FAX 440-720-1942

February 23, 2006

The Stockholders
L & M Financial Services
Cleveland, Ohio

We have audited the accompanying balance sheet of L. & M Financial Services as of

December 31, 2005, and the related statements of income, changes in stockholders’ equity,
changes in retained earnings, cash flow, and computation of net capital for the period then ended.
These financial statements are the responsibility of the corporation’s management. Our
responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with generally accepted auditing standards. Those
standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that
our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of L & M Financial Services at December 31, 2005, and the results of its
operations for the twelve months ended December 31, 2005, in conformity with generally
accepted accounting principles.

Further, it is our opinion that the computation of net capital is fairly stated in all respects and no
material differences exist between the computation of net capital and the broker-dealer’s
corresponding unaudited Part IIA. In addition, no material inadequacies were found to exist.

Richard A. Frank
Certified Public Accountant




L & M FINANCIAL SERVICES
BALANCE SHEET
DECEMBER 31, 2005

ASSETS
Current Assets
Cash in bank $12,516.41
Accounts receivable-trade 33.017.73
Total Current Assets $45,534.14
Property, Plant and Equipment
Furniture, fixtures, and equipment 3,265.00
Machinery and equipment 6,521.00
Depreciation-furniture & fixtures (3,265.00)
Depreciation-machinery & equipment (6.521.00)
Total Property, Plant & Equipment 0.00
Other Assets
Deposits 25,675.00
Investments 66,235.50
Total Other Assets 91,910.50
Total Assets $137,444.64
LIABILITIES AND EQUITY
Current Liabilities
Accounts Payable-Trade $ 21,441.49
Accrued commissions &
other expenses payable 13,825.59
Accrued payroll taxes 1,775.30
Total Current Liabilities $37,042.38
Equity _
Common stock 141,000.00
Retained earnings deficit (40,597.74)
Total Equity 100,402.26
Total Liabilities and Equity $137,444.64

See accompanying notes and accountant’s report.




FOR THE TWELVE MONTHS ENDED DECEMBER 31, 2005

Income

Sales

L & M FINANCIAL SERVICES

INCOME STATEMENT

Capital gain (loss) on investments

Dividend Income
Interest Income

Total Income

Expenses

Advertising
Automobile expenses
Bank service charges
Commissions

Dues and subscriptions
Insurance

Margin interest expense
Office expenses
Operating expenses
Postage

Professional fees

Rent

Salaries and wages
Taxes on payroll
Telephone

Total Expenses

Net Income/(Loss)

See accompanying notes and accountant’s repott.

Amount

$396,646.45

(2,118.81)

130.00
. 325.00

394,982.64

282.35
2,219.00
197.85
146,400.55
4,363.80
10,200.26
1,683.61
15,948.62
23,219.52
603.08
3,720.00
18,074.45
137,100.00
11,236.28
6.206.03

381.455.40

$13,527.24

Percent

100.4
(0.5)

0.0

_0.1

100.0



L & M FINANCIAL SERVICES
STATEMENT OF CHANGES IN STOCKHOLDERS EQUITY
JANUARY 1, 2005, THROUGH DECEMBER 31, 2005

Balance as of January 1, 2005 $141,000.00
Changes during the year 2005 -0-
Balance as of December 31, 2005 $141,000.00

See accompanying notes and accountant’s report.




L & M FINANCIAL SERVICES
STATEMENT OF CHANGES IN RETAINED EARNINGS
JANUARY 1, 2004, THROUGH DECEMBER 31, 2005

Balance as of January 1, 2005 $(52,028.98)
2005 Net Income 13,527.24

2005 Stockholder Distributions (2,096.00)
Balance as of December 31, 2005 $(40,597.74)

See accompanying notes and accountant’s report.




L & M FINANCIAL SERVICES
STATEMENT OF CASH FLOWS
JANUARY 1, 2005, THROUGH DECEMBER 31, 2005

Cash flow from operations
Net income per income statement
Accounts r_gceivable—trade increase
[nvestments increase
Accounts payable trade increase
Accrued commissions and other expenses payable increase
Accrued payroll taxes payable increase
Cash flow from operations

Cash received from shareholders for the purchase
of additional shares of stock

Cash distributions to shareholders
Net decrease in cash
Cash balance beginning of year

Cash balance end of year

See accompanying notes and accountant’s report.

$13,527.24

(9,913.05)

(14,096.95)
6,888.30
6,078.00
751.55

3,235.09

-0-
(2,096.00)
1,139.09
11,377.32

$12,516.41




L & M FINANCIAL SERVICES
COMPUTATION OF NET CAPITAL
AS OF DECEMBER 31, 2005

Allowable assets:
Total assets
Difference in investment value:

Investments @ market value $45,334.70
Less investments @ cost 66,235.50
Difference
Security deposit

Total allowable assets
Less current liabilities
Net capital before haircuts
Haircut on the market value of investments

Net capital

See accompanying notes and accountant’s report.

$137,444.64

(20,900.80)
(675.00)
115,868.84
37.042.38
78,826.46

(6,800.00)

$ 72,026.46




L & M FINANCIAL SERVICES
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2005

Nature of Business
The company operates as a discount securities brokerage firm. All trades are cleared and settled

through RBC Dain Correspondent Services, a Division of RBC Dain Rauscher, a member of The
New York Stock Exchange and The Securities Investor Protection Corporation.

Accounts Receivable-Trade

Accounts receivable-trade represents commissions due from brokers and agents at the end of the
month. These amounts are generally paid by the 5" of the following month.

Depreciation
The company’s property, plant, and equipment are depreciated using the MACRS method. All
of the company’s property, plant, and equipment have been fully depreciated.

Deposits
The company maintains a $25,000 security deposit at RBD Dain Correspondent Services and a
$675 security deposit for the company’s rented office space.

Investment

This represents the cost of listed securities held at RBC Dain Correspondent Services, in the
name of the company. The market value of such securities at December 31, 2005, was
$45,334.70.

Accounts Payable — Trade
This represents the amount of margin debt due RBC Dain Correspondent Services.

Accrued Commission and Other Expenses Payable

Accrued commissions payable represents commissions due to registered representatives at the
end of the month--$13,825.59. These amounts are generally paid by the 7™ of the following
month. There were no other expenses payable.

Accrued Pavyroll Taxes

Accrued payroll taxes represents city and state income taxes withheld from employees’ pay at

the end of the month. These amounts are paid to the proper taxing authority by their applicable
due date.

Federal Income Tax

The company, with the consent of its shareholders, has elected under the Internal Revenue Code
to be an S Corporation. In lieu of corporation income taxes, the shareholders are taxed on their
proportionate share of the company’s taxable income. Therefore, no provision or liability for
federal income taxes has been included in these financial statements.
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Spot
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D mmiimiblimm mam I adla e
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0

7. Secured demand notes [0470] 0640
market value of collateral: ; { ] [08301
A.  Exempted
sacurities
0170]
B. Other securities
[0180]
8. Membperships in
exchanges:
A. Cwned, at
market
10120}
8. Owned, atcost [0850)
C. Contributed f 0
. ontributed for 5850 aeon!
ise of the t ! D
company, at
market vaiue
, . 0
3 investment in and
- - s . {i na1n
raceivables from affiliates, (04201 (08701 {010]
subsidiaries and
associated partnerships
iG. FProperty, furniture 0
. mropeTy, IS, [0490] 06807 0820]
equipment, leasehold : ! y : e
imorovements and rights
under iease agreements,
at cost-net of accumulated
depreciation and
amortization
675 675
11, Other assets {0535 {0735] {0830}
115,868 . €75 116,543

12 T [0540] [0740] (0540
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LIABILITIES AND OWNERSHIP EQUITY

Liabilities Al Liabilities Non-A.lL Liabilities Total
: 0
13. Bankleans payab!e [1045] [1255] [1470]
14. Payabie o brokers or dealers:
21,441 21,441
A. Clearance account [1114] [1315] [1580]
0]
8. Other {1115) (1305} [1540)
0
15. Payable to non-customers {1155] {13585] [1510]
16. Securities sold not yet purchased,
at market vaiue [1360] 11620}
17. Accounis payabie, accrued ' 15,600 15,600
liabilities, expenses and other [1205] [1385] {1685)
18. Notes and mortgages payabie:
Q
A. Unsecurad {1210} (16501
0
8. Secured 1211] [1390] {1700]
19. Liabilities subordinated to claims
of general creditors:
8]
A, Cash borrowings: {1400] (171G
1. from
outsiders
[0970]
2. includes
equity
subordination
{15¢c3-1(d)) of
[0980]
B. Securities borrowings, ' 0
at market value: [1410] 1720]
from outsiders
{0990]
C. Pursuant to secured
demand note collateral , 0
agreements: [1420] 11730]
1. from
outsiders

https://regfiling.nasd.com/focus/FORM_FOCUS_Form2aPrintPreview.asp?Formld=375291...  1/24/06




{1000}

2. Includes
equity
subordination
{15¢3-1(d)) of

1010}

D. Exchange
memberships
contributed for use of
company, at market 0
vajue {1430} 11740)

m

Accounts and other
borrowings not

qualified for net capital 0
purposes [1220] [1440] [1750]
20. 15,600 21,441 . 37,041

TOTAL LIABLITIES [1230] [1450] {1750}

Ownership Equity

Total
21. Sole proprietorship (1770]
22. Partnership (limited partners
[1020}) 11780]
23. Corporations:
A. Preferred stock _ 11791]
141,600
8. Common stock : {17921
C. Additionat paid-in capital (17831
. -61,498
D. Retained earnings {1784]
- ‘ 79,502
E. Total [1785]
F. Less capital stock in treasury , ) (179]
4. 29,502
TOTAL OWNERSHIP EQUITY {18001
25. 116,543

TOTAL LIABILITIES AND OWNERSHIP EQUITY ' {1810
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STATEMENT OF INCOME (LOSS)

Period Beginning 10/01/2005 Period Ending 12/31/2005 Number of months 3
[3932] {3933] {3931)
REVENUE
1. Commissions:
a. Commissions on transactions in exchange listed equity securities 23,760
executed on an exchange [3935]
N . . . 23,075
b. Commissions on listed option transactions [3938]
. o 46,5993
.  All other securities commissions (3939]
. . L 103,828
d. Total securities commissions [2940]
2. Gains or losses on firm securities trading accounts
a. From market making in options on a national securities exchange 13945]
b. From all other trading {3948]
9
¢. Total gain (loss) 139501
3.04
3. Gains or losses on firm securities investment accounts [3852]
4.  Profit (loss) from underwriting and selling groups - [2958]
5,067
5. Revenue from sale of investment company shares 13970]
6. Commodities revenue 3550]
7. Fees for account supervision, investment advisory and administrative services T 39S
‘ 3,877
e i coxmemme @Gt heT rEVENLE [3998]
‘ - 115,916
© 9. Totalrevenue (40301
"EXPENSES _
— 22,390
10. Salaries and other employment costs for general partners and voting stockholder officers . 4120]
B 54,01
© + e e Other employee compensation and. benefits 14115]
42, . Commissions paid to other broker-dealers (41401
o ‘riﬁj_»"‘i'r-wterest expense 14075}
a. Includes interest on accounts subject to [2070]
subordination agreements L s13
Tl T T T (a9
- tory fees and expenses
~ ,14,._ v Regglatory fees p 20,811
4100]
15, Other expenses _ izs,3

- .:j':,:;’Li_ps;/’/'rcgﬁiing.nasd.com/focuS/"FORM_FOCUS_Form2aPrintPreview.asp?FormId=37529l .. 1/24/06



16. Total expenses {4200}

NET INCOME
. -13,022
17. Net Income(loss) before Federal Income taxes and items below (ltem 9 less Item 16) [4210]
18. Provision for Federal Income taxes (for parent only) [4220]
19. Equity in earnings (fosses) of unconsolidated subsidiaries not included above [4222)
a. After Federal income taxes of [4238)
20. Extraordinary gains (losses) [4224)
a. After Federal income taxes of [4239]
21. Cumulative effect of changes in accounting principies 14225
_ . o -13,022
22. Netincome (loss) after Federal income taxes and extraordinary items [4230]
MONTHLY INCOME
23. Income (current monthly only) before provision for Federal income taxes and extraordinary 33{’43}17]

items

https://regfiling.nasd.com/focus/F ORM_FOCUS_Form2aPrintPreview.asp?Formld=3 75291... 1/24/06



EXEMPTIVE PROVISIONS

25. If an exemption from Rule 15¢3-3 is claimed, identify below the section upon which
such exemption is based

A. (k) ™ ssor
(1)--Limited business (mutual funds and/or variable annuities only)

B. (k) ™ fasso)
(2)(i)-"Special Account for the Exclusive Benefit of customers"
maintained

C. (k) ¥ s

(2)ii)--All customer transactions cleared through another broker-dealer
on a fuily disclosed basis. Name of clearing firm(s)

Clearing Firm SEC#s Name Preduct Code

8- 15411 RBC DAIN RAUSCHER INC. All [4335B]
[4335A] [4335A2]
8- [4335D]
[4335C] [4335C2)
8- [4335F]
{4335E] [4335E2]
8- 14335H]
[4335G] [4335G2]
8- {43354}
[43351] [4335i2]
D. (k) ™ (ase0)

(3)--Exempted by order of the Commission

ltips://tegfiling.nasd.com/focus FORM_FOCUS_Fotm2ePtintPreyigw.asp?Formld=375291...  1/24/06
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COMPUTATION OF NET CAPITAL

1. Total ownership equity from Statement of Financial Condition
2. Deduct ownership equity not allowable for Net Capital

3.  Total ownership equity qualified for Net Canpital

4. Add:

A. Liabilities subordinated to claims of general creditors allowable

in computation of net capital

~ =B _Other (deductions) or allowable credits (List)

borrowings

C. Trading and investment
securities:

[3525A] [3525B]
- -~ 3525C] [35250]
) [3528E] [3525F]
5. Totai capital and ailowable subordinated
~kabﬂmes - .
8. DedJctlons and/or charges
A, Total nonailowable assets [32231
) from Statement of Financial
. Condition (Notes B and C)
L -.‘é. Secured demand note [3590]
0 deficiency
'C. . Commuodity futures contracts 35001
- and spot commodities -
" proprietary capital charges
-« D.. Other deductions and/or T [3610]
" - charges
7. Other additions and/for credits (List)
- W  {3630A] (36308]
T f;s—éym..-.;— o 3830CL. ., e (36300}
) [3630E] ' [3630F]
8.  Net capital before haircuts on securities
positions
"9, Haifeuts on securities (computed, where
appiicable, pursuant to 15¢3-1(f)):
- 7 A Contractual securities (3660}
commitments
B. Subordinated securities [3670]

79,502
(3480

(3450

79,502
13500

0
[3520]

,.787%
(3620]

0

[3630]
78,827

(2640}

" hutps#igRling nasdioom/focos/FORM POCTS, Form2aPrintPreview pTormld=37529¥.... 1/2906



1. Exempted securities [3735]

2. Debt securities [3733]

3. Options [3730]

N 6,800

4. Other securities [3734]

D. Undue Concentration [3650]

E. Other (List)

[3736A} [3736B]
[3736C]) 13736D)
[3726E] ' [3736F]
0 -6,800
{3736] 13740
- 72,027
10. Net Capital : (3750]
COMPUTATION OF BASIC NET CAPITAL REQUIREMENT
PartA
. . . 1,040
11. Minimum net capital required (6-2/3% of line 19) _ (3756
12. Minimum dollar net capital requirement of reporting broker or dealer 50,'3989}
and minimum net capital requirement of subsidiaries computed in 1300
accordance with Note(A)
) . . ' .. 20,000
13. Net capital reguirement (greater of line 11 or 12) (3760}
o 22.027
14. Excess net capital (ine 10 less 13) (3770]
. . . 70,467
15. Excess net capital at 1060% (line 10 iess 10% of line 19) (3780
COMPUTATION OF AGGREGATE INDEBTEDNESS
e 15,600
16. Total Al liabilities from Statement of 37501
Financiatl Condition [ :
17. Add:
A. Drafts for immediate credit {3800]
B. Market value of securities : [3810]

borrowed for which no
equivalent value is paid or
credited .

C. Other unrecorded amounts
(List}

htfps://regﬁling.nasd.com/focus/FORM_FOCUS_Form2aPrintPreview.asp?FonnId=375291'... 1/24/06



[3820A] [38208B]
[3820C) (38200
[3820€) [3820F]
0

[3820]

19. Total aggregate indebtedness

20. Percentage of aggregate indebtedness to
net capital (line 19/ line 10)

0

138301

15,600

[3840]

% 22
[3850]

'OTHER RATIOS

21. Percentage of debt to debt-equity total computed in accordance
with Rule 15¢3-1(d)

0/0 )
13860]

https://regfiling.nasd.com/focus/FORM_FOCUS_Form2aPrintPreview.asp?Formid=375291...  1/24/06




SCHEDULED WITHDRAWALS

Ownership Equity and Subordinated Liabilities maturing or proposed to he withdrawn within the next
six months and acoruals, {as defined below), wnich have not heen deducted in the computation of
Net Capitai.

Type of : ‘ insider SmOUNT o be Witharawn o
Insider | b amnine ey TVIRGrawWal or Expsct
V‘\Dhrf?i%?as\igl Name cf Lender or Contribuicr or Lt "'““‘]f; Net Maturty Date o
“or Acerual Outsider T IMMDDYYYY: Renaw
_ [4600] o _
[4601]  [4602] [4603] [4604] [4605]
_ [4610Q] o _
[4611} [4612) [4613] [4614] [4615]
__[4620] . _
[4621] [4622] [4623] [4624] [4625]
_ [4630] o _
[4631]  [4632] [4633] [4634] [4635]
_[464Q] o _
[4B41] [4642] {4643] [4644] [46485]
_[4650] o _
[4651] {4652] [4653] [4654] [4655]
_ [4660] o _
[4661] [4662] [4663] [4664] [4665]
[4670] e e et e B}
[4671]  [4672] [4673] [4674] [4675]
_ [4680] — _
[4681] [4682] {4683) [4684] [4685]
 [4690] - _
[4691]  [4692] [4693] [4694] [4695]
TOTAL k
5
[4699)

Omit Pennies

1
]
=
)

W 2w o
2 a O

S

1ed
b2 ncluding the ¢
a

3]
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